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KEY ECONOMIC INDICATORS 
Dollars unless otherwise indicated) 


(Millions of U.S. 


GDP at Market Prices (nominal) 
GDP at Constant Prices (1982 prices) 
Private Consumption (nominal) 
Public Consumption (nominal) 
Gross fixed capital formation 
Changes in stocks (nominal) 
Population mid-year (millions) 
Per Capita GDP (nominal) 
Per capita GDP (1982 prices) 
Consumer Price Index (1982 prices) 
Total money and quasi money 
Net Domestic Credit 
-- Of which: Private 

Public 
Rediscount Rate - Treasury. Bills (%) 
Savings Deposits (%) 
Loans and Advances (Max %) 


BALANCE OF PAYMENTS 


Exports (f.0.b.) 

- Of which to U.S. 

Imports (c.i.f.) 

- Of which from U.S. 

Imports (f.0o0.b.) 

Trade Balance 

Net services and transfers 

Net investment income 

Current account balance 

Net capital account 

- Of which: Private long-term 
- Government long-term 
= Short-term 

Overall balance 

Gross foreign exchange reserves 
- (Months of Imports) 

Debt service ratio % of exports 


Exchange Rates: 1986 US$1 


1988 US$1 


1986 


7,155.8 
4,192.4 
4,232.9 
1,301.8 
1,441.5 
171.8 
21.0 
340.7 
199.4 
146.0 
2,486.9 
2,773.5 
4,037.52 
1,084.4 
13.2 
11.0 
14.0 


1987 US$1 


1987 


8,018.2 
4,340.4 
4,894.4 
1,554.9 
1,588.8 
384.1 
21.8 
367.8 
198.9 
156.0 
2,866.5 
2,945.7 
1,556.8 
1,388.8 
12.8 
11.0 
14.0 


KSh16.5; 


% change* 
1986/87 
13.4 
4.8 
17.0 
20.9 
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1988** 


1,018 


* Percentage changes were calculated in original shilling values 


prior to conversion to dollars. 


** Embassy and World Bank projections 


Sources: 
Embassy estimates 


Kenya's Economic Survey 1988, World Bank documents and 





SUMMARY 


Kenya's economic growth compares favorably with most countries 
and is among the best in Sub-Saharan Africa. Kenya is ina 
period of economic transition from 3 good years in the 
mid-1980s to less favorable prospects for the remainder of the 
decade. The Kenyan economy in 1987 performed fairly well, 
registering a 4.8 percent rate of real growth in gross domestic 
product (GDP), compared to 5.6 percent in 1986. The decline in 
the growth rate is primarily attributable to less than adequate 
rains in parts of the country that led to a reduction in 
agricultural production and a drop in coffee and tea revenues, 
which along with higher international oil prices took a toll in 
the trade account. Foreign donor governments and international 
financial institutions continued their generous support for 
Kenya. Kenya entered a new $225 million 3-year IMF program in 
early 1988 to help cover a period of chronic balance-of- 
payments (BOP) deficits and in June received approval for a 
major World Bank Industrial Sector Adjustment Loan. 


The government is predicting 5 percent economic growth in 1988. 
The situation in the first half of the year demonstrates the 
difficulties in achieving planned targets. While the rains and 
harvests look good for 1988, coffee and tea prices have remained 
low, and nontraditional exports have not taken off. Kenya 
continues to be highly dependent on agricultural exports, which 
are subject to the vagaries of world markets. The Kenyan 
Government has been warning publicly for quite some time that 
these are difficult times, as evidenced by a drop in foreign 
exchange reserves and limitations on the issuance of import 
licenses. The budget deficit for the just ended fiscal year 
was over 5 percent of GDP. The high population growth is 
putting severe pressures on government services such as 
education and health. 


The Sessional Paper No. 1 of 1986 on Economic Management for 
Renewed Growth outlines the broad direction for the future that 
will be further defined in the next 5-year plan (1989-93). The 
government has streamlined its budgeting process in the hope of 
bringing recurrent spending under control. The Sessional Paper 
emphasizes agriculture and rural based growth and stresses the 
role of the private sector in Kenya's development. The 
continuation of the sound exchange rate and monetary policies 
that the government has followed since 1982 underlies its 
growth strategy. 


The Kenyan Government has taken several important steps in 
implementing the policy program set forth in the Sessional 
Paper. It has moved relatively faster in agriculture, with the 
encouragement of a World Bank sector loan that entails a broad 
array of reforms. In industry the government is just beginning 
to move to reorient production from the domestic market to 
exports, reverse the trend of declining investment, and deal 
with a host of inefficient parastatals. In order to restore 





rapid and consistent economic growth and create jobs for its 
surging labor force, the Kenyan Government will have to follow 
through with greater vigor on structural adjustment. In the 
meantime, Kenya remains a stable, relatively attractive market, 
with opportunities for sales in a number of areas and 
investment in agribusiness. 


CURRENT ECONOMIC TRENDS 


Kenya experienced a decline in economic growth in 1987, but the 
rate in real terms was still an impressive 4.8 percent. A 
small reversal in its terms of trade, with lower coffee prices, 
higher petroleum prices, and a reduction in grain production, 
caused the drop in growth. However, the 1985-87 period was the 
first time Kenya has managed 3 consecutive years of positive 
growth in per capita GDP since the 1970s. Total wage employ- 
ment grew by 3.5 percent in 1987, but this was insufficient to 
keep pace with new entrants who are increasing by about 4.5 
percent annually. The overall balance of payments showed a 
$100 million deficit. 


Unfortunately most of the factors responsible for 1987's 
slowdown in economic performance have persisted during 1988, 
leading to a stagnation in growth and a return to chronic 
fiscal and external payments difficulties. Coffee prices have 
rebounded somewhat from 1987, but world demand for coffee 
remains below supply, so Kenya cannot capitalize on its 
considerable comparative advantage in coffee production. It 
still must maintain large coffee stocks, equivalent now to 
about 9 months of production. Another major foreign exchange 
earner, tea, has also experienced problems. Though still the 
second largest market for Kenyan tea, Pakistan slashed imports 
in early 1987, which combined with the oversupply of tea on the 
world market to drive prices at the Mombasa auction down to 
their lowest levels since 1983. Tourism in 1987 had a record 
year both in terms of number of visitors and in earnings ($340 
million), overtaking coffee for the first time as Kenya's 
leading source of foreign exchange. Coast bookings fell a bit 
in 1987, but an increase in the safari business offset the 
decline. In agriculture, 1987 was an average year, with the 


corn and wheat crops about 20 percent below the 1986 record 
harvest. 


The financial indicators, too, reveal that Kenya has entered a 
difficult period. Foreign exchange reserves, which fell 
sharply in 1987, still stand below KSH 4.5 billion ($250 
million), or less than 2 months' import cover. The budget 
deficit for the July 1986-June 1987 Kenyan fiscal year was 5 
percent of GDP, well above the government's 3.8 percent 

target. Estimates for FY 1987-88 are that the deficit exceeded 
5 percent of GDP. Without large grants of foreign assistance 
the country would be experiencing a full blown budget crisis. 





The outlook for the 1988-89 fiscal year is problematic, with 
much depending on the government's determination to impose 
discipline on expenditure limits. With increased foreign 
assistance and limits on commercial borrowing, Kenya is 
expected to improve its foreign exchange reserve position and 
to end this year with a slight BOP surplus. Kenya is having to 
watch its debt situation very closely. To date it has 
maintained an admirable record of assiduously meeting all of 
its debt service obligations. But as its foreign exchange 
earnings drop and its outstanding debt continues to mount, the 
government will have to exercise extreme caution and prudence. 
Kenya's external debt is currently about $4 billion. Due to 
the fall in exports and the depreciation of the dollar and 
Kenyan shilling, the debt service ratio in 1987 rose to 36 
percent of earnings from the export of goods and services. The 
ratio is expected to decline in 1988 and to be in the low 
thirties by the end of the decade. 


ECONOMIC STABILIZATION AND STRUCTURAL ADJUSTMENT 


The Government of Kenya laid the foundation for economic growth 
in 1982 when, with IMF assistance, it implemented a rigorous 

austerity program to pull itself out of its 1981-82 budget and 
balance-of-payments crises. Kenya's monetary situation is now 


stable. The Kenyan shilling exchange rate is moving flexibly, 
and the country's trade regime has been liberalized somewhat. 
However, for a level of economic growth that is based on more 
than the vagaries of international commodity prices and the 
weather, the Kenyan Government recognizes it must institute 
some important structural reforms. 


The Kenyan Government took advantage of its economic good 
fortune in the middle of the 1980s to organize its priorities 
and publish a plan for growth and development for the rest of 
this century. Sessional Paper No. 1 of 1986, "Economic 
Management for Renewed Growth," outlines the problems facing 
Kenya, proposes a sensible strategy to overcome them, and 
remains sufficiently broad in its scope to include the 
necessary reforms and linkages between sectors. It has become 
the basic reference point against which government plans, 
budgets, and implementation can now be judged. It calls for 
balanced rural-urban growth, places heavy emphasis on 
agriculture and related services and processing industries, and 
provides important government recognition and encouragement of 
small scale industry and the informal sector. The plan also 
deals with removing the constraints to industrial development, 
investment, and the financial sector, as well as with 
liberalizing the trade regime, increasing competitiveness by 
reducing protection, and boosting exports. Most encouraging of 
all, the Kenyan Government clearly calls for an enhanced 
private sector role in the economy and looks toward the private 
sector as its engine of future economic growth. 





The Kenyan Government has moved more cautiously to implement 
many of the Sessional Paper's reforms than many observers had 
hoped. In agriculture, where progress is most pronounced, the 
government recently completed a 2-year, $60 million World Bank 
loan program to revamp the sector. It instituted a number of 
reforms and is well along the road toward creating a 
market-based agricultural sector. The government has also 
legislated several measures that should strengthen and 
consolidate the capital bases of the country's relatively large 
number of banks and finance houses, as well as improve Central 
Bank oversight of them. It is taking steps to establish a 
Capital Markets Development Authority that would expand Kenya's 
money market and invigorate the stock exchange. The government 
is now focussing attention on the industrial sector and trade 
regimes. A World Bank team has analyzed the situation and 
proposed a variety of recommendations on appropriate reforms. 
In mid-1988 during the annual Budget Speech, the government 
announced new economic measures aimed at spurring domestic 
investment and attracting additional foreign investment. Ina 
positive move, the government earlier had removed half of the 
items on the price control list. 


THE DOMESTIC SETTING 


The benefits of economic growth are being neutralized for the 
vast majority of Kenyans by the 3.8 percent annual growth in 
the country's population, the highest in the world. A function 
of a moderate rise in fertility and a sharp decline in death 
rates during the past 30 years, one-half of Kenya's population 
is under 15 years old. Every year about 400,000 school leavers 
enter the work force, but only 10 percent of them find jobs in 
modern sector wage employment. The rest must find places in 
the informal sector and in the saturated agricultural sector or 
join the ranks of the unemployed. The problem of feeding, 
sheltering, educating, and employing an anticipated 35-37 


million people by the year 2000 is Kenya's greatest development 
challenge. 


The economy remains rurally based, with over 70 percent of 
Kenya's population deriving its livelihood from agriculture. 
Because of the increasing food requirements of its expanding 
population and the need for more foreign exchange earnings from 
exports of cash crops, cultivation has been extended to 
marginal areas where productivity is declining. Less than 20 
percent of Kenya's land, however, is suitable for tilling, thus 
requiring increasing productivity to keep up with demand. The 
record to date has not been encouraging. Fragmented land 
holdings, an increasing rate of environmental degradation, a 
high cost of imported agricultural inputs, and burdensome 
governmental involvement all act to constrain output. 





Besides land, people, and wildlife Kenya has few natural 

resources. Only soda ash, fluorspar, gemstones, and limestone 
are exploited commercially. Oil exploration efforts under way 
have yet to confirm commercial viability of existing deposits. 


INTERNAL CONSTRAINTS 


Kenya features a relatively open economy, with a large and 
vibrant private sector that accounts for about 65 percent of 
GDP; but it is dependent on external financing (excluding 
grants) to cover about 25 percent of the Government of Kenya 
budget deficit. In the last 10 years, following the collapse 
of the large East African Community common market, the 
industrial growth rate also has declined. Poor performance in 
highly protected public sector enterprises and the necessity of 
providing them with large subventions from the budget have 
restricted the government's ability to mobilize greater 
resources for the private sector. Public sector borrowing 
constitutes an expanding 47 percent of total assets in the 
banking system. In 1987 total government borrowing from the 
banking system rose by 30 percent, contributing to a 21 percent 
growth in the money supply, squeezing availability of credit 
for the private sector, and fueling inflationary pressures. In 
FY 1988-89 the Government of Kenya expects to finance one-third 
of its budget deficit from external sources so it will not 
crowd out the domestic private sector. The recent expansion in 
the number of government ministries and doubling of university 
intake, coupled with wage increases and rising oil prices, will 
limit the government's ability to reduce the budget deficit and 
to hold inflation below the 10 percent average achieved in 
1985-87. Whereas the development of human skills has increased 
quickly in recent years, labor costs have gone up and 
industrial relations deteriorated somewhat as workers struggle 
to keep up with the rising cost of essentials and the 
implications of the government's policy of minimizing consumer 
subsidies. For a variety of basic commodities such as sugar, 
corn meal, rice, and wheat, Kenyan consumers pay well above the 
import parity price, primarily due to government pricing 
policies and the costs of inefficient parastatal marketing and 
distribution boards. 


FINANCE 


The past decade has seen a rapid growth and diversification of 
Kenya's financial sector. The country has 25 commercial banks, 
over 50 near-bank financial institutions (NBFIs), 37 insurance 
companies, 44 building societies, numerous private pension 
plans, 4 development finance institutions, a post office savings 
bank and over a thousand weakly structured cooperative savings 
and credit societies. Kenya's financial sector experienced a 





major crisis in 1986 that led to the collapse of two banks and 
four near-bank financial institutions. The government acted 
quickly to restore public confidence, implementing several new 
banking act amendments aimed at revamping the sector's poor 
financial structure, especially the weak capitalization 
positions of most of the post-1977 institutions. The rapid 
growth of the financial sector, particularly the non-bank 
financial institutions, has slowed down as a result of the 
tighter requirements of the new amendments, which came into 
full operation in mid-1987. All financial institutions were 
required to raise sufficient funds to cover a new capital 
reserve provision and increase liquidity ratios. NBFIs hold 
assets equivalent to about half those held by banks. The 
future stability of the deposit and credit base depends on the 
extent to which the government monitors banking practices to 
ensure that they fulfill the new requirements. 


AGRICULTURE 


Agricultural production is the backbone of the Kenyan economy, 
accounting for approximately 30 percent of GDP and engaging 
over 75 percent of the population. Smallholders account for 
more than three quarters of Kenya's total agricultural 
production and over half of marketed production. In the first 
decade after independence, farm production grew at an average 
annual rate of 6 percent. From 1974 to 1979, the sector's 
growth rate dropped sharply to 2.4 percent, well below the rate 
of population growth. So far this decade, performance has 
rebounded to a 3.4 percent average annual growth rate. 


The key to Kenya's recent good agricultural performance has 
been the government's policy of setting attractive producer 
prices as an incentive. The government has also increased the 
amount of fertilizer available in the last few years and 
improved its distribution system. A recent consolidation and 
rationalization of its agricultural research system and higher 
priority given to extension services should show favorable 
results in the future. For a sustained boost in output, 
however, the government needs to provide additional incentives 
to farmers by liberalizing the crop marketing systems, 
organizing better credit facilities, and by dealing with the 
politically sensitive issue of land reform. 


AGRICULTURAL EXPORTS 


Agricultural products continue to dominate Kenya's foreign 
trade picture, accounting for over half of its total exports. 
Earnings from coffee, tea, sisal, cashew nuts, pyrethrum, and 
horticultural products are the mainstay of Kenya's export 
efforts. Due to depressed international prices, coffee lost 
its traditional role as Kenya's leading foreign exchange earner 





in 1987 to tourism. Although the trend has improved somewhat 
during 1988, prices remained below those registered in 1985. 
The International Coffee Organization (ICO) reinstated quotas 
in October 1987, and Kenya's share was raised from 2.46 to 2.49 
percent, or 1.35 million 60 kg bags. In the quota-free year 
1986-87 Kenya was able to export 1.76 million bags. Kenya is 
expected to export up to 1.55 million bags of coffee in 1988. 
With improved prices, earnings should remain stable. Coffee 
production has been rising steadily in recent years, resulting 
in growing stock levels. 


With no international tea producers' agreement, Kenya has been 
able to sell as much tea as it can produce. Tea hectarage is 
still increasing, particularly among smallholders. Production 
has improved year by year, reaching a record 155,000 metric 
tons in 1987, and efforts are underway to see that the volume 
increases do not come at the expense of quality. Kenya's tea 
industry was hurt in early 1987, however, when Pakistan, its 
second largest market after the United Kingdom, placed strict 
limits of tea imports from Kenya due to a severe trade 
imbalance. Although Kenya has been able partly to recover, 
there has been a dampening effect at the Mombasa tea auction 
where the average price declined by 18 percent in 1987. 


The other agricultural exports exhibited a mixed performance in 
1987. The export of meat and meat products dropped sharply. 
Pyrethrum extract and sisal exports were also lower. The price 
of exports of pineapples improved in 1987, resulting ina 
modest 6.5 percent increase in export value. Other non- 
traditional horticultural exports like French beans and fresh 
cut flowers for the European market are doing well. Asa 
result of a surplus of corn in National Cereal and Produce 
Board (NCPB) stocks, there is an effort to swap it for wheat 
imports. Agriculture will remain the centerpiece of Kenya's 
economy long into the future. Exports of agricultural products 
will also remain the key element in Kenya's foreign exchange 
picture. 


INDUSTRY 


Kenya is the most industrialized country in eastern Africa. The 
formal industrial sector, both public and private, is 
relatively small, however, accounting for only 13.7 percent of 
GDP in 1987. It is made up of 560 medium and large, 720 small, 
and 1600 micro businesses, that together employed 168,000 
people in 1987. The main manufacturing activities include food 
processing, and the production of beverages, tobacco, footwear, 
textiles, cement, metal products, paper, and chemicals. 


In the past, manufacturing demonstrated an impressive rate of 
growth, almost double the rate of the economy as a whole. 
Manufacturing sector performance has continued its decline from 
the mid-1970s, however, achieving only 4 percent annual growth 
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during 1983-87. The new $110 million World Bank industrial 
sector adjustment program and ongoing liberalization and price 
decontrol measures are expected to reverse the trend. 


Industrial expansion since independence had been import 
substitution oriented and geared to the East African market. 
Industry was heavily protected, and the government created many 
parastatals. To become competitive in world export markets the 
government intends to create a more favorable climate for both 


foreign and domestic investments, which have stagnated in the 
last 10 years. 


ENERGY 


Totally dependent on outside oil, Kenya's petroleum imports 
rose 6.2 percent by volume and almost 20 percent by value in 
1987. The Mombasa refinery continues to operate at roughly 50 
percent of capacity, about 40,000 barrels a day. In 1987 
exports of refined products fell by 18 percent over 1986. In 
an effort to conserve foreign exchange, Kenya has continued to 
move ahead with diversifying energy sources, primarily by 
developing its hydroelectrical and geothermal potential. The 
140 MW Kiambere dam/power plant on the Tana River originally 
scheduled for completion in 1988 has been delayed and will be 
commissioned in 1989. A third 15 MW geothermal power plant in 
the Rift Valley came on line in 1985, and the government is 
proceeding apace to develop its extensive geothermal 
resources. The government has also begun work on the 110 MW 
Turkwel Gorge hydroelectric project in northwest Kenya. In the 
meantime Kenya's traditional energy sources, fuelwood and 
charcoal, that account for approximately 70-75 percent of all 
energy consumed, are still causing Kenya's forests to be 
depleted at a far greater rate than they can be regenerated. 


Despite sporadic drilling since independence, there have as yet 
been no commercial discoveries of hydrocarbons in Kenya. On 
the basis of new geological data and petroleum deposits in 
neighboring countries, however, multinational oil companies 
have shown renewed interest in exploration activities. Amoco 
drilled two dry shallow wells in northeast Kenya near Wajir in 
early 1987 and two deep wells east of Lake Turkana in the first 
half of 1988. Total (French) also began drilling in 


north-central Kenya. The wells have generated optimism, and 
the search continues. 


IMPLICATIONS FOR THE UNITED STATES 


The United States has a deep interest in the success of the 
Kenyan economy. A considerable amount of American assistance 
has been provided to support the Kenyan Government's free 
market-oriented growth strategy. Kenya's relative economic 
success makes it a mcdel for other African countries. 





Over 120 American companies have subsidiaries, affiliates, or 
branch offices in Nairobi. Kenya's capital serves as the 
commercial center for the East African region that includes 
Tanzania, Uganda, Somalia, Rwanda, Burundi, eastern Zaire, and 
the southern parts of Ethiopia and Sudan. The port of Mombasa 
and Kenya's transportation infrastructure are the region's 
trade arteries. What this means for U.S. exporters is that 
qualified Kenyan agents and distributors, who have become a 
critical element of success in the Kenyan market, can service 
the entire regional market as well. 


American export performance in the Kenyan market improved 
significantly in 1987. Total U.S. exports rose 31 percent 
while the manufactured products component of this grew 54 
percent. Similar growth was achieved in the first quarter of 
1988. Products generating this expansion were fertilizers, 
locomotives, industrial and agricultural chemicals, computers, 
agricultural equipment, and industrial equipment and spare 
parts. Ongoing sales and recent awards of major projects to 
American suppliers in the telecommunications and food processing 
areas will sustain U.S. export growth well in 1989. Despite 
its economic constraints, Kenya has become the fastest growing 
commercial market in Africa for American exports. 


The agricultural sector continues to offer good opportunities 
for U.S. suppliers. Best prospects in this sector include 
fertilizers, agricultural pesticides and insecticides, low- 
technology machinery, and management services. Spare parts 
supply is needed in the manufacturing and transport sectors. 
Lower volume business is potentially available in areas such 
as computers and peripherals, food processing and packaging 
equipment, automotive parts, and plastics materials and resins. 
On the agricultural export side, opportunities exist for wheat, 
processed and high value foods, vegetable oils, tallows, 


livestock breeding material, seeds, and a variety of specialty 
goods. 


An attractive feature of the Kenyan market is hard currency 
availability. For most nonluxury goods sourced from the United 
States, the U.S. Agency for International Development (USAID) 
can guarantee payment to the U.S. exporter under its Commodity 
Import Program. An additional $15 million will be allocated to 
this program in 1988. 


In summary, Kenya's private sector orientation, its role as the 
regional commercial center, and U.S. foreign assistance programs 
offer significant opportunities for U.S. firms seeking to 
penetrate the East African market. 














